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Executive Summary 


The Canada-U.S. Free Trade Agreement will 
be of significant economic benefit to Canada. It 
establishes a new trading relationship based on 
more secure and more open access to each 
other's markets. This will bring benefits to many 
sectors of the Canadian economy. 


For the Canadian fishing industry, the 
Agreement will: 


® improve Canadian access to the large U.S. 
market for fish. Tariff reductions will give 
Canadian fish exporters an advantage over 
competing exporters from other countries 
and create opportunities for increased 
Canadian processing of value-added 
products and increased employment. 


@ benefit Canadian fish exporters through the 
dispute settlement mechanism. U.S. rulings 
against Canadian fish products in counter- 
vail and antidumping cases have been chal- 
lenged in the past by the Canadian industry. 
Exporters will be assured that cases will be 
judged strictly in accordance with the law 
and with all the relevant facts. The time and 
money spent in defending these cases will 
be lessened due to the existence of the 
dispute settlement process; 

® curtail trade impediments arising from U.S: 
Government regulations and procedures. 
Canada and the United States are committed 
to work toward the removal of technical 
barriers to trade; 


leave intact the powers of the Minister of 
Fisheries and Oceans to ensure benefits are 
derived from our fish resources for Cana- 
dians. The Agreement provides no direct or 
indirect access to Canadian fisheries stocks 
by U.S. fishing vessels; and 


maintain the Government of Canada’s ability 
to operate social and regional development 
programs which benefit the fisheries, such 
as the Unemployment Insurance Program. 
These programs are not affected by the 
Agreement. 


Canada’s fishing industry is a world leader. 


It is the mainstay of hundreds of small commu- 
nities in coastal areas throughout Canada. In 
redefining the rules and procedures for trade 
with our single largest trading partner, the 
Agreement will strengthen the potential for future 
growth of the fishing industry. 
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Introduction and Overview 


PES STE RR aS Ee SL TS en arene RES 


The Canada-U.S. Free Trade Agreement is 
an historic and precedent-setting accord govern- 
ing the largest bilateral trade in the world. When 
it comes into force on January 1, 1989, the 
Agreement will achieve major objectives for both 
countries. It will eliminate barriers to trade in 
goods and services between the two countries. It 
will facilitate fair competition within the free trade 
area and significantly expand liberalization of 
conditions for cross-border investment. The 
Agreement will also establish effective proce- 
dures for the joint administration of its provisions 
and the resolution of disputes. It meets the test 
of fairness and of mutual advantage to both 
Canada and the United States and sets the 
foundation for further bilateral and multilateral 
co-operation to expand and enhance the 
benefits of the Agreement. 


The Agreement is an important contribution 
to Canada’s future sustained economic growth, 
development and prosperity. It is consistent with 
Canada’s obligations to its trading partners in the 
General Agreement on Tariffs and Trade (GATT), 
building upon GATT principles and going beyond 
them in new areas such as services and trade- 
related investment measures. The Agreement, 
together with the Uruguay Round multilateral 
negotiations under the GATT, shows Canada’s 
commitment to reducing trade barriers around 
the world. Trade liberalization, a cornerstone in 
the government's overall economic strategy, 
offers Canadians a chance to grow and prosper 
in a competitive and dynamic economy. By add- 
ing significantly to economic growth, incomes 
and employment, the Agreement will allow 
governments to continue to stimulate economic 
development in Canada’s poorer regions and 
strengthen social programs for all Canadians. 


From the beginning of the bilateral trade 
negotiations, close consultations were under- 
taken with a wide variety of sources. Advice was 
sought from the business community through the 
International Trade Advisory Committee and the 
15 Sectoral Advisory Groups on International 
Trade. First Ministers held nine special meetings 
to discuss the negotiations, as well as discus- 
sions at their annual First Ministers’ Conference. 
Provincial trade representatives participated in 
regular meetings of the federal-provincial 
Continuing Committee on Trade Negotiations, as 
well as individual working groups on each of the 
elements of the Agreement. Government exper- 
tise in each sector of the negotiations was drawn 
from all relevant departments, ensuring the 
closest interdepartmental co-operation. This level 
of consultation, unprecedented for Canada in 
international trade negotiations, ensured that all 
interests and advice were taken into account to 
the greatest extent possible in every element of 
the Canada-U.S. Free Trade Agreement. 


This publication is one of a series of 
Canada-U.S. Free Trade Sectoral Assessments 
prepared by the Government on several sectors 
and issues such as agriculture, fisheries, energy, 
industry and consumers. Each Sectoral Assess- 
ment begins with a general discussion of the 
overall economic impact of the Agreement, 
based on the major study released by the 
Department of Finance. The Sectoral Assess- 
ments then examine the implications of the 
Agreement for the sector, providing background 
information, describing the elements of the 
Agreement and presenting an assessment of the 
economic impact on the sector. 


Macroeconomic Impacts of the Agreement 


The Agreement will provide significant 
economic benefits to Canadians: 


@ Canadian consumers will pay lower prices 
for both imported and domestic goods; 


® investment will be undertaken in response 
to opportunities provided by the new trade 
environment; 


® industries will reap the benefits of larger 
scale production and will become more effi- 
cient and more competitive; 


@ the productivity of Canadian workers will 
increase and so will their real incomes; 


@ the economy will grow more strongly and 
more jobs will be created; and 


e the economy will become more flexible, 
more innovative, and more dynamic. 


A comprehensive analysis of the macro- 
economic impacts of the Agreement has been 
undertaken by the Department of Finance, and is 
reported in the document The Canada-United 
States Free Trade Agreement: An Economic 
Assessment. It indicates that the Canada-U.S. 
Free Trade Agreement will raise the real incomes 
of Canadians by at least 2.5 per cent. This repre- 
sents a permanent increase in real income of 
$12 billion in today’s dollars, or about $450 for 
every Canadian. This estimate quite likely under- 
States the size of the economic benefits flowing 
from the Agreement because some important 
aspects of the Agreement are not captured in the 
analysis. For example, aspects of the Agreement 
such as free trade in services, liberalization of 
conditions for cross-border investment, more 
certainty about security of access to the large 
U.S. market and the dynamic effects of free trade 
in the form of a more flexible and more innovative 
economy will provide additional net benefits that 
are real, positive and potentially very large, but 
cannot be precisely measured. 


The Department of Finance analysis sug- 
gests that most Canadian industries — those that 
are more highly protected now as well as those 
currently receiving little trade protection — will 
benefit from the Agreement and that all regions 
will share in the benefits. Central Canada with its 
large manufacturing base will benefit from a 
stronger and larger manufacturing sector. Other 
regions will benefit from lower prices of manu- 
factured products and greater scope for upgrad- 
ing of their resources. Resource-based regions 
will also benefit directly as the Agreement 
reduces the risk of a further increase in U.S. 
protectionism. 


The economic benefits from the Canada- 
U.S. Free Trade Agreement will begin to be 
realized shortly after implementation of the 
Agreement, on January 1, 1989. Prices for a wide 
range of consumer goods will be lower, expand- 
ing the purchasing power of Canadian house- 
holds. Investment in plant and equipment will 
expand as Canadian firms move to take advan- 
tage of their enhanced access to the huge U.S. 
marketplace. Increased consumer and invest- 
ment spending will lead to stronger economic 
growth and more job creation. Department of 
Finance estimates of the impacts of the 
Agreement on employment over the medium 
term fiscal planning horizon indicate a net 
increase of 120,000 jobs by 1993, only five years 
into the phasing-in of the Agreement. Moreover, 
the number of net new jobs created will continue 
to grow as the Agreement is fully implemented. 


But the output and employment gains from 
the Agreement go further. Without free trade, the 
increasing threat of U.S. and international protec- 
tionism would place at considerable risk the 
robust pace of output and employment growth 
that Canada has enjoyed in recent years. Over 
the last three years, for example, real output 
growth in Canada has averaged 3.7 per cent and 
employment growth has averaged 2.9 per cent, 
or 300,000 jobs per year. The Agreement will not 
only create new employment opportunities for 
Canadians, it will also help to secure existing 
jobs. In the absence of the Agreement, any 
increase in U.S. protectionism would clearly cost 
Canadians jobs. Illustrative scenarios of possible 
U.S. protectionist measures suggest the risk of 
job losses could be substantial. 


The Department of Finance analysis sug- 
gests that the Canadian economy should have 
few difficulties in responding to the new oppor- 
tunities provided by the Agreement and in making 
the adjustments that will be required. This con- 
clusion is based on the following considerations: 


@ first, the Canadian economy has shown 
a great deal of flexibility and adaptability in 
the past in handling the size and types of 
changes that will be required by the Agree- 
ment. Between 1960 and 1987, average 
Canadian tariff rates vis-a-vis the United 
States have dropped from 14 per cent to 
4.5 per cent; yet during that period incomes 
and output grew more than 200 per cent, 


e — second, the reduction in trade barriers will 
be implemented gradually over 10 years, 
giving enough time for businesses and 
workers to adapt to the free trade 
environment; 


@ third, the Canadian economy is well posi- 
tioned to adjust quickly and smoothly and to 
take advantage of the new opportunities 
provided by the improved and more secure 
access to the U.S. market. Canada’s inter- 
national competitive position has improved 
substantially over the past several years. 
Since 1983, Canada’s record of output and 
employment growth has been the best of all 
major industrialized countries; and 


@ fourth, not only will the adjustment require- 
ments be minimal compared with the 
changes normally occurring — every year 
for instance, there are five million job 
changes in Canada involving more than four 
million workers — but the federal govern- 
ment has in place a wide array of programs 
to assist individuals and businesses to adapt 
to changes in business and labour market 
conditions that will arise from free trade. 


Substantial programs are in place to assist 
Canadian workers and businesses to respond to 
the Agreement. The most important federal pro- 
gram directed at labour adjustment is the 
Canadian Jobs Strategy, which provides financial 
assistance for training, job development and 
relocation of workers. Employment and Immi- 
gration Canada also runs the Industrial Adjust- 
ment Service and provides counselling, referral 
and placement services. Unemployment 
Insurance is always available to help Canadians 
make the transition from one job to another. An 
equally extensive range of programs is available 
which will help Canadian businesses capitalize 
on the new opportunities created by the 
Agreement. 


They include: the Trade Commissioner 

service of the Department of External Affairs; the 
Program for Export Market Development; and 
the new approach to regional development 
embodied in the programs and services of the 
Atlantic Canada Opportunities Agency, the 
Western Diversification Office and the Federal 
Economic Development Initiative in Northern 
Ontario. The Prime Minister has recently 
announced the establishment of the Advisory 
Council on Adjustment, composed of represen- 
tatives from business and labour organizations 
and academics, to advise the government on the 
effectiveness of these programs in the context of 
the Agreement. 


Impact on Fisheries 


The Canadian fishing industry unquestion- 
ably will benefit from the Canada-U.S. Free 
Trade Agreement. As with the overall economy, 
economic gains will result from new investment 
in production facilities made in response to new 


opportunities for value-added processing. The 
market-access and productivity benefits of the 
Agreement come at an opportune time for the 
Canadian fishing industry. Demand for fish 
products is growing faster than the available 
supply and industry growth depends increasingly 
on securing existing markets and increasing 
exports. 


The present tariff structure has resulted in 
cross-border investment by both countries in 
processing facilities producing consumer-ready 
products. As tariffs are eliminated, Canadian 
processors will have the opportunity to expand 
the production of consumer-ready products in 
Canada. The Agreement will increase value- 
added processing and create jobs in Canada. 
Fishing industry executives have already 
predicted increases in employment. 


Background 


The Fishing Industry 


Canada has one of the largest commercial 
fishing industries in the world. In 1986 the 
Canadian industry produced almost $3 billion in 
products and led the world with exports of 
$2.4 billion. Exports to the United States were 
$1.4 billion or 60 per cent of the total. The relative 
magnitude of trade to the United States by region 
is highlighted in Table 3.1. Exports on a provin- 
cial basis are shown in Table 3.2. Several key 
performance statistics demonstrate that the 
United States is the prime market for fisheries 
across Canada, with the exception of British 
Columbia. The expanding U.S. market is also the 
driving force behind the current improved eco- 
nomic performance of the fishing industry. Per 
capita U.S. fish consumption rose to more than 
6.7 kg in 1986 and increased further in 1987. 


The Canadian industry employs more than 
120,000 people, including approximately 86,000 
licensed commercial fishermen — 78,000 in the 
coastal fisheries (working from an estimated 
35,000 vessels) and 8,000 in freshwater fisheries. 
Commercial fishing contributes less than 
0.5 per cent of the Gross Domestic Product, but 
it is nonetheless an extremely important industry 
in the economies of coastal provinces, parts of 
Quebec such as the North Shore and the Gaspé, 
and in northern communities. On the Atlantic 
coast, for example, one out of every four people 
lives in one of the 1,300 fishing communities of 
Atlantic Canada and Quebec. Approximately one 
half of these communities are solely dependent 
on the fishing industry. In northern areas, where 
up to 90 per cent of fishermen are of native 
origin, the lack of alternative employment oppor- 
tunities increases the dependence of remote 
northern communities on commercial fishing. 


The Atlantic, Pacific and freshwater fisheries 
differ considerably in size, industrial structure, 
species, technology and products. The Atlantic 
coast fishery is the largest with total production 
of $2.1 billion and exports of $1.7 billion in 1986. 
Cod and other types of groundfish are the most 
important species group, accounting for over 
60 per cent of total landings. The harvesting 
sector of the Atlantic coast fishery is divided into 
two major groups — the inshore (vessels less 
than 100 feet in length) and the offshore (vessels 
greater than 100 feet in length). The inshore 
comprises thousands of independent fishermen 
who harvest approximately 60 per cent of the 
total landings. The inshore sector is usually 
seasonal and is labour intensive. The major 
species caught in the inshore are groundfish, 
herring, lobster, crab, shrimp and scallops. The 
offshore fishery concentrates on groundfish and 
accounts for the remaining 40 per cent of land- 
ings. It operates year-round and comprises 
Capital intensive fleets of large trawlers, most of 
which are owned by the major vertically inte- 
grated fishing companies. 


The processing sector of the Atlantic coast 
industry consists of 840 processing establish- 
ments distributed throughout Atlantic Canada 
and Quebec, approximately 35 per cent of which 
operate year-round. While there are numerous 
processors contributing to the total output of the 
industry, the two major vertically integrated 
companies account for approximately 40 per cent 
of all Atlantic coast production. 


Production in the Pacific fishery totalled 
$767 million in 1986 with exports of $579 million. 
The Pacific fishing industry is dominated by the 
harvest of salmon, which accounts for over 
90 per cent of total landings. Herring, groundfish 
and shellfish resources are also fished. The 
commercial fishing fleet harvests approximately 
90 per cent of all salmon landings and the 
remaining catch occurs in the recreational and 
native food fisheries. The harvesting sector 
consists largely of independently owned fishing 
vessels, although some processing companies 
source part of their raw material from company- 
owned fleets. Native fishermen harvest nearly 
30 per cent of total commercial salmon landings. 


The processing sector is dominated by nine 
large firms which account for almost 80 per cent 
of total production. The primary products are 
salmon and herring roe, which are largely 
exported to offshore markets including Japan, 
Australia and Britain. 


The freshwater fishery has two distinct 
components. On the Great Lakes, the industry 
consists of many private operations while in 


northwestern Ontario, the Prairies and the 
Territories, the Freshwater Fish Marketing 
Corporation (FFMC), a Federal Crown Corpora- 
tion, is the major processor with the exclusive 
right to process and market freshwater fish. In 
the Ontario fishery, integrated operations account 
for 30 per cent of landings while independent 
fishermen land the remaining 70 per cent. On the 
Prairie provinces, the fishing fleet consists of 
large vessels concentrated on Lake Winnipeg 
and smaller vessels distributed on lakes through- 
out the northern prairies. Some of the fleet is 
composed of vehicles engaged in the winter ice 
fishery. The processing segment of the Prairie 
fishery is centralized in one large processing 
operation in Manitoba and is supported by 
approximately 100 packing stations distributed 
throughout the Prairies. 


Table 3.1 


Key Fisheries Statistics by Region 


Number of Value of Exports to 
Registered Value of Total Valueof US.asa 

Fish Number of Production Exports  Exportsto Percentage 
Number of Processing Plant 19862 1986 U.S.1986° of Total 
Fishermen? Plants? == Workers + $Millions $Millions $Millions Exports 


Atlantic 58,400 30,000 2,065 1,714 
Pacific 19,500 6,000 767 579 
Freshwater 7,800 1,000 155 125 


CANADA 85,700 37,000 2,987 2,418 


Sources and Footnotes: 
a Personal commercial fishing licences in coastal provinces and provincial licences in inland provinces, 1986. 
b Department of Fisheries and Oceans plant registration statistics, 1986. 


c Estimates based on Department of Fisheries and Oceans Atlantic Shore Processing Capacity Study, 1983; Statistics Canada, Fish Products Industry, 
1986 and Fisheries Council of B.C., Trends in the Commercial Fishing Industry of B.C., 1986. 


d Estimates based on Department of Fisheries and Oceans preliminary production statistics, 1986. 


e Statistics Canada unpublished export statistics, 1986. 


Table 3.2 


Key Fisheries Statistics by Provinces and Territories 


Number of Value of Exports to 
Registered Value of Total Valueof U.S.asa 
Fish Number of Production Exports Exports to Percentage 
Number of Processing Plant 19864 1986 U.S.1986° of Total 
Province Fishermen? Plants? — Workers® + $Millions $Millions $Millions Exports 


Newfoundland 26,500 
Nova Scotia 14,000 
Prince Edward 
Island 3,700 
New Brunswick 7,500 
Quebec 6,700 
Ontario 1,600 
Prairie 
Provinces and 
the Territories 6,200 480 
British 
Columbia 19,500 149 6,000 


CANADA 85,700 1,171 37,000 


Sources and Footnotes: 
a Personal commercial fishing licences in coastal provinces and provincial licences in inland provinces, 1986. 
b Department of Fisheries and Oceans plant registration statistics, 1986. 


c Estimates based on Department of Fisheries and Oceans Atlantic Shore Processing Capacity Study, 1983; Statistics Canada, Fish Products Industry, 
1986 and Fisheries Council of B.C., Trends in the Commercial Fishing Industry of B.C., 1986. 


d Estimates based on Department of Fisheries and Oceans preliminary production statistics, 1986. 


€ Statistics Canada unpublished export statistics, 1986. 


Rebuilding and Resource Conservation 


January 1, 1988 marked the eleventh anni- 
versary of the extension of Canada’s fisheries 
jurisdiction to the 200-mile limit from the previous 
12 miles. In those 11 years, Canada’s ability to 
manage its own fish stocks within the 200-mile 
zone and the application of increasingly sophis- 
ticated scientific technology have brought about 
a dramatic recovery of a number of fish stocks 
that had been severely over-exploited. 


Among the management initiatives, which 
contributed to this recovery, have been fixed 
allocations for total allowable catches, increased 
surveillance and enforcement, fleet and gear 
sector quotas, regulations governing fishing 
effort, limits on vessel size and numbers, and the 
Pacific Salmonid Enhancement Program. The 
foreign overfishing, which had seriously depleted 
stocks, has been curtailed, and the federal and 
provincial governments are acting to reduce 
foreign overfishing which is now primarily con- 
fined to stocks overlapping the 200-mile limit 
(straddling stocks). 

The success of these scientific and manage- 
ment efforts is reflected in the improved total 
catch for Canadian fishermen which doubled in 
the seven years from 1977 to 1984 and continues 
to increase. 


Landings 

Fish landings continued to increase in 1986 
following a solid performance in 1985. Total 
landings again reached record highs — 1.5 mil- 


lion tonnes valued at $1.4 billion, a six per cent 
increase in volume over 1985 and a 20 per cent 
increase in value. In dollar terms, 65 per cent of 
the landings occurred in the Atlantic provinces 
and Quebec, 29 per cent in the Pacific and 

six per cent in the freshwater fisheries. The rela- 
tive importance of various species by volume in 
each geographic zone is highlighted in the 
figures on the following pages. 


Production 


Production figures also continued their 
upward trend in 1986 following a significant 
increase in the previous year. Production totalled 
805,000 tonnes valued at $2.99 billion in 1986, an 
increase of 21 per cent in value over 1985. 


Atlantic coast production increased by 
28 per cent in value to reach $2.1 billion, due 
primarily to more favourable cod markets. Herring 
production on both coasts fell in 1986 following 
the remarkable increase in volume experienced 
in 1985. The overall value of Pacific coast 
production rose somewhat in 1986 to $767 million 
following a 55 per cent increase in the preceding 
year. Salmon accounted for most of the total 
value ($536 million), followed by herring 
($88 million). 


Figure 3.1 
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Exports 


In 1986, Canada was the world’s leading 
exporter of fishery products for the ninth con- 
secutive year. A total of 591,000 tonnes, valued 
at $2.4 billion, was exported, an increase in value 
of 30 per cent over 1986. In all, 81 per cent of the 
value of Canada’s fishery products was 
exported. The United States was the most 
important export market (60 per cent), followed 
by Japan (18 per cent), the European Community 
(14 per cent) and other nations (eight per cent). 
The main export products were salmon and her- 
ring roe from the Pacific coast, and cod, flatfish, 
crab, lobster and scallops from the Atlantic coast. 


Imports 

Canada imported 152,000 tonnes of fishery 
products in 1986 worth $616 million, an increase 
of 24 per cent in value. Most of the imports came 
from the United States followed by the European 
Community, Japan and Central and South 
America. Canadians consumed an estimated 
190,000 tonnes of fish products in 1986, repre- 
senting an average of 7.6 kg per person. 


Elements of the Canada-U.S. 
Free Trade Agreement 


Several elements of the Canada-U.S. Free 
Trade Agreement will directly benefit the fishing 
industry. These include provisions dealing with 
tariff elimination, the binational dispute settlement 
process for antidumping and countervail duty 
cases, quantitative restrictions, technical barriers 
to trade and foreign investment. 


Tariffs 

Tariff elimination is a major accomplishment 
of the Agreement. All tariffs will be eliminated by 
January 1, 1998. Some tariffs will be removed 
immediately; some in five equal annual steps; 
and some in 10 equal annual steps. The process 
will begin January 1, 1989. (Section 5, IMPACTS 
provides further information and commentary.) 


The most significant benefit for the process- 
ing sector will be the competitive edge that 
Canadian exporters will have in the U.S. market 
over major competitors from Norway, Denmark 
and Iceland. - 

Currently, most Canadian fish products are 
semi-processed and enter the U.S. either free of 
duty or at relatively low rates of duty. However, 
U.S. tariffs are higher for further processed 
products and this discourages processing in 
Canada. In 1985, approximately $444 million, or 
32 per cent, of Canadian exported fish products 
were subject to U.S. duty. Correspondingly, 
American imports into Canada subject to duty 
were valued at approximately $40 million or 
15 per cent of Canadian fish imports from the 
United States. 


Binational Dispute Settlement for Antidumping 
and Countervail Duty Cases 

The new binational dispute settlement 
mechanism for antidumping and countervail duty 
cases will be particularly important to the fishing 
industry. U.S. countervail and antidumping laws 


and associated rules and definitions have some- 
times been interpreted to limit the access of the 
Canadian fishing industry to the U.S. market. 
These actions are becoming a serious and grow- 
ing handicap to exports to the United States. 
However, with U.S. countervail and antidumping 
findings subject to review by a binational panel, 
Canadian exporters will be assured that cases 
will be judged strictly in accordance with the law. 


Provision .has been made in the Agreement 
for an impartial binational panel to be constituted 
whenever either party considers that countervail 
and antidumping laws have been unfairly applied. 
For example, in a case which is still in the U.S. 
courts, the Canadian industry protested the 
imposition of countervailing duties by the United 
States on fresh Atlantic groundfish on the basis 
that: 


a) ithad not been determined, as required by 


U.S. trade law, that the petitioner was fully 
representative of American industry interests 
on the issue; 


b) economic assistance programs in Canada 
were judged to constitute trade subsidies 
regardless of whether they were generally 
available to all Canadians or targetted 
specifically to the fishing sector, or whether 
they influenced the level of exports; 


c) imports from Canada were judged to have 
injured the U.S. industry without taking into 
account the fact that much more serious 
factors such as a declining U.S. resource 
base were at the heart of the problems facing 
the U.S. fishing industry. 


Canada also objected when the United 
States levied antidumping duties against 
Canadian salt cod in 1985 on the basis that a 
significant domestic U.S. industry did not exist to 
be injured by these exports. The new binational 
dispute settlement mechanism would review and 
rule on such situations and provide for correction 
of erroneous applications of U.S. trade laws. 


Canada was successful in ensuring that social 
and regional development assistance programs 
not be affected by the Agreement. The govern- 
ment's ability to implement Canada-wide assis- 
tance programs relating to the Canadian Jobs 
Strategy and Unemployment Insurance Program 
are untouched by the Agreement. 


Both countries have agreed to negotiate by 
1996 a substitute system of rules for dealing with 
unfair pricing and government subsidization. 


Quantitative Restrictions 


Canada and the United States have both 
agreed not to introduce quantitative trade restric- 
tions except in accordance with the General 
Agreement on Tariffs and Trade (GATT). If one 
country does take export measures for short 
supply or conservation reasons, export licences 
must be issued up to the share traditionally 
shipped to the other party. This traditional propor- 
tion is to be established on the basis of a mutually 
agreed previous period or, failing agreement, on 
the previous three-year period. 


In recognition of the role of fisheries in the 
Atlantic provinces and Quebec, the Agreement 
makes an exception for provincial regulations 
which limit shipments of unprocessed fish. 
These policies cannot be challenged under 
the Agreement. 


lt was not possible to secure U.S. agreement 
to make an exception as well for regulations 
concerning the export of unprocessed fish from 
British Columbia. Federal regulations were the 
subject of a GATT panel review. Now that the 
panel report has been released, Canada is 
working within the GATT framework to seek a 
bilateral resolution to this matter with the United 
States. The Agreement is silent on the question 
of existing B.C. laws and regulations on the 
export of unprocessed fish. The Government is 
committed to protecting the interests of the B.C. 
fishing industry and will be continuing full 
consultation with the industry and the province 
of British Columbia. 


Technical Barriers to Trade 


The governments of both countries have 
agreed to maintain regulations to protect human, 
animal and plant life. Consistent with this need 
for technical regulations and standards and the 
need to facilitate commerce, both countries will 
seek to harmonize technical regulations. 


The governments of both countries have 
also agreed not to use technical standards to 
restrict trade in fish products. This is important 
since U.S. technical standards created through 
regulations have impaired some Canadian fish 
exports in recent years. These primarily relate to 
the following: the U.S. Food and Drug Adminis- 
tration mercury content regulations for swordfish; 
possession limit requirements, particularly those 
stipulated by the New England Fisheries 
Management Council, regarding size limits for 
groundfish, lobster and scallop imports from 
Canada and other countries; and prohibitions by 
the states of Minnesota and Michigan against 
the sale of cold-smoked fish. 


Under the Agreement, the continued use of 
technical standards that have the effect of 
restricting trade will be subject to the binational 
dispute settlement process which places an 
emphasis on consultation and dispute resolution 
but includes the option of binding arbitation. If 
such technical barriers were removed, Canadian 
exports of fish to the United States would 
increase. 


Foreign Investment 


Foreign investment elements of the Canada- 
U.S. Free Trade Agreement provide for equal 
treatment under future laws of foreign and 
domestic investors and firms of both countries. 
With respect to the processing sector, foreign 
investment can improve the viability and com- 
petitiveness of the industry through the injection 
of equity capital, a more secure and diversified 
access to markets, technology transfer, and the 
creation or maintenance of employment. 


The powers of the Minister of Fisheries and 
Oceans to ensure that Canadians obtain benefits 
from our fisheries resources remain intact. The 
Agreement protects the current Canadian policy 
restricting foreigners to a minority ownership of 
licensed Canadian vessels, or of companies that 
own licensed vessels or hold enterprise alloca- 
tions. There are no provisions in the Agreement 
that would permit direct or indirect access to 
Canadian stocks by U.S. fishing vessels. More- 
over, Canadian government policies for granting 
foreign access to Canada’s fishing zone remain 
intact, including policies applying to over-the- 
side sales. 


Summary of the Elements 

The following summarizes the main elements 
of the Agreement and the expected economic 
impact of these elements on the fishing industry. 


Agreement Element 
Tariff Elimination 


Binational Panel 


Quantitative 
Restrictions 


Technical Barriers 
to Trade 


Foreign Investment 


Economic Impact 


Significant benefits 
from increased value- 
added processing 
Significant safeguard 
for fish exports 


No major change 


Increased exports 
over time 

Immediate competitive- 
ness benefits from 
increased investment 
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Impacts 


The Canadian fishing industry is highly 
dependent on international markets. To be suc- 
cessful, the industry must be internationally 
competitive and must have access to major fish 
markets. The Canada-U.S. Free Trade Agreement 
is an important step in the process of liberalizing 
trade with the United States, Canada’s primary 
market. To respond to enhanced opportunities, 
Canadian fish exporters will need to continue to 
develop quality products at competitive prices 
which are attractive to consumers. 


The provisions of the Agreement for tariff 
elimination coupled with effective management 
of Canada’s fishery resources and close 
geographic proximity to the United States will 
give Canadian exporters an advantage over 
competing exporters to the United States 


Tariffs will be eliminated in three phases: 
some immediately, some in five equal annual 
steps, and some in 10 equal annual steps. The 
process will begin on January 1, 1989. Applicable 
rates and schedules for the elimination of key 
fish and fish product tariffs are summarized in 
Table 5.1. 


Three product categories represent over 
90 per cent of the Canadian fish exports to the 
United States which are subject to tariffs. The 
first category is fresh and frozen fish where the 
reduction of tariffs will enhance the competitive- 
ness of Canadian exporters. This tariff reduction 
on groundfish products will benefit both Atlantic 
Canada, including Quebec, and British Columbia. 
While Canadian groundfish exporters in 1987 
continued to receive high prices for these prod- 
ucts, new exports from around the world have 
been drawn to the United States by favourable 
market conditions. As competition intensifies, this 
tariff elimination for Canadian exporters will help 
maintain or expand export sales from Canada. 


The second product category where tariff 
eliminations are of critical importance is “value- 
added products” such as fish sticks and prepared 
meals. Tariffs imposed by both countries have 
resulted in cross-border investment in process- 
ing facilities to serve export markets. With the 
elimination of tariffs, Canadian exporters will 
have enhanced opportunities to service from 
Canada a market 10 times the size of the 
Canadian domestic market. Since the market 
segment for ready-to-serve processed products 
is growing rapidly, there is the potential for new 
investment and job creation in Canada asso- 
ciated with increased exports of these products. 
While this opportunity is particularly applicable 
to current Canadian processors of value-added 
products across Canada, it will also be possible 
for Canadian processors not currently in the 


value-added field to develop new product oppor- 


tunities. Canadian processors have already 
indicated that new jobs will be created in Canada 
to serve the North American market. 


The third product group, which will benefit 
significantly from tariff elimination, is crab 
products. Both Pacific coast and Atlantic coast 
processors already export competitive products 
to the United States under this tariff item. The 
savings resulting from tariff elimination will 
enable exporters to remain price competitive 
should the significant Alaskan resource rebound 
and become a significant factor in the American 
market. 
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Table 5.1 


Tariff Elimination Schedule for Key Fish and Fish Products 


Canada Duty U.S. Duty 
Rate (%) Rate (%) 


Immediate 


Fresh/frozen flatfish (excluding fillets) free 1.1 (¢/kg) 
Fish meal 5 0 to 6 
Fish oil 7.3 to 7.5 0to5 


Five Year 


Fresh/frozen groundfish fillets free 4.1 (¢/kg) or 6 
Salmon 3 to 12 
Clams 3.5 to 14 


10 Year 


Tuna 1.1 (¢/kg) or 35 
Fish sticks 

Prepared meals 

Sardines 2 (¢/kg) or 11 

Herring 8 

Crab 8 to 8.2 


Note: Annex 401.2 of the Agreement provides more detailed information on the specific tariff item number and article description for particular products. 
Source: Canada-U.S. Free Trade Agreement, Annex 401.2, Tariff Schedules for Canada and the United States, December, 1987 


Other products on the tariff elimination 
schedule will also generate important benefits. 
For example, fish meal and fish oil are markets 
that are very price sensitive and producers will 
gain important marketing benefits through the 
elimination of tariffs on these items. 


A related benefit to tariff eliminations will be 
the phasing out of customs user fees which 
exporters must pay to U.S. Customs. For the 
fishing industry a savings of $2 million to 
$5 million a year is expected. As well, the 
temporary entry provisions will simplify entry into 
the United States for business people involved in 
sales and marketing. 


The Canada-U.S. Free Trade Agreement will 
mean new job opportunities for Canadian pro- 
cessing workers. As the volume of high quality, 
higher priced fillets exported to the United States 
increases, plant employment will increase, espe- 
cially on cutting and trimming lines where 
women traditionally have been employed. With 
respect to the three primary product categories 
that will benefit from tariff elimination, women 
represent 55 per cent of workers producing fresh 
and frozen groundfish products, 52 per cent of 
workers producing value-added products and 
68 per cent of those producing crab products. 
Bearing in mind that many plants are located in 
small communities where fishing and fish 
processing is sometimes the only source of 
employment, the Agreement in general will 
enhance employment opportunities for women in 
the fishing industry. 


As the industry adjusts to the new trading 
environment, investment decisions will be made 
to produce products for both the Canadian and 
the U.S. markets. The commercial requirement to 
maintain processing facilities in the United States 
will be reduced as U.S. tariffs are phased out and 
Canadian competitive advantages (for example 
proximity to abundant stable resources) increase 
in relative importance. Capacity utilization, 
location of existing facilities and relative cost 
structures in Canada and the United States will 
be important factors in this process. Tariff 
elimination on ingredients, packaging materials 
and equipment used in fish processing will also 
confer further cost advantages to locating new 
capacity in Canada. 


The Canada-U.S. Free Trade Agreement will 
benefit fishermen as well as processors. A fisher- 


man’s economic viability depends on resource 


availability, the quality of the raw material, and 
good financial returns for catches. As processors 
secure an increased share of the American 
market, raw material from fishermen will be in 
greater demand. This greater demand in turn will 
mean increased returns for fish landings. 
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Conclusion 


Canada’s fishing industry, Canada’s oldest Canadian powers to manage and regulate 
industry, stands to gain important benefits from the fishery to ensure benefits for Canadians will 
the Canada-U.S. Free Trade Agreement. The continue unchanged. Canada-wide social and 
export-driven fishing industry will be able to regional development programs will remain intact 
expand the value of production and the level of and the Canada-U.S. Free Trade Agreement will 
employment through improved access to the ensure enhanced access for the Canadian fishing 
large U.S. market for fish. Canadian exporters industry to the largest market in the world. 


will also benefit from the dispute settlement 
mechanism, as countervail and antidumping 
cases will be judged strictly in accordance with 
the law and all relevant facts. 
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Elements of the Canada-U.S. Free Trade 
Agreement — Synopsis 


On October 4, 1987, Canada and the United 
States agreed in principle on the elements to be 
included in the Canada-U.S. Free Trade Agree- 
ment. The legal text of the Agreement was tabled 
in the House of Commons on December 11, 1987. 
The main elements of the Agreement are the 
following: 


Tariffs and Rules of Origin 


All bilateral tariffs will be removed, starting 
January 1, 1989 when the Agreement enters into 
force, on the basis of three formulas: a) some will 
be eliminated immediately; b) some will be elimi- 
nated in five equal annual steps; c) some will be 
eliminated in 10 equal annual steps. 


Goods which originate entirely in Canada or 
the United States will qualify for the new tariff 
treatment. Goods incorporating offshore materials 
or components that have been sufficiently 
changed to warrant a change in tariff classifi- 
cation will also qualify. In certain cases, goods 
will need to incur 50 per cent of manufacturing 
cost in either country before they qualify. 


Quantitative Restrictions 


GATT provisions governing quantitative 
restrictions on imports or exports will continue to 
apply. Existing quantitative restrictions will be 
eliminated, either immediately or according to an 
agreed timetable, or will be grandfathered. With 
respect to export measures for short supply or 
conservation reasons, the Agreement goes 
beyond the GATT to allow for proportional 
access to supplies on a historical basis without 
any price discrimination being imposed by 
governments. The Agreement provides for co- 
operation on implementing any such export 
measures to prevent diversion to third parties. 


Technical Standards 


The two governments agree to build on the 
GATT Standards Code. They will endeavour to 
make federal standards more compatible in order 
to reduce technical barriers which interfere with 
trade, while still protecting health and safety, 
environmental, national security and consumer 
interests. Increased compatibility of standards 
at the state, provincial and private levels will 
be encouraged. 


Agriculture 


Both governments agree to eliminate tariffs 
on agricultural trade within 10 years and not to 
use direct export subsidies on their bilateral 
agricultural trade. There is a special tariff provi- 
sion for fresh fruit and vegetables which enables 


_the temporary reimposition of current tariffs under 


certain circumstances. Both governments will 
exclude each other from their respective meat 
import laws, and Canadian import licences for 
wheat, barley and oats will be eliminated once 
grain support levels are equivalent in both 
countries. Canada will be exempt from any future 
U.S. quantitative restrictions on products con- 
taining 10 per cent or less sugar. The Agreement 
retains the Canadian supply management and 
marketing board system and provides for a slight 
increase in Canadian import quotas for poultry 
and eggs. Both countries agree to reduce tech- 
nical regulations which interfere with trade, while 
still protecting human, animal and plant health. 
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Wine and Distilled Spirits 


The two governments agree to provide 
national treatment in listing and distribution 
practices, with certain exceptions for B.C. 
wineries and private wine outlets in British 
Columbia and Ontario. Canada will eliminate the 
price mark-up differential between Canadian 
and U.S. wines over a seven-year period, and 
immediately for distilled spirits. The Agreement 
does not apply to current restrictions on beer. All 
other price discrimination in Canada and the 
United States will be eliminated immediately. 


Energy 


Both governments agree to prohibit most 
restrictions on energy exports and imports, sub- 
ject to existing GATT reasons for which such 
restrictions may be applied, including those 
related to supply or conservation. In the event of 
short supply export controls, however, the export- 
ing country will allow for access up to the his- 
torical proportion for energy commodities and 
will not impose higher prices for export. As with 
the general quantitative restrictions, there is no 
obligation to supply. 


Automotive Trade 


The Agreement retains the Auto Pact and its 
safeguards for current participants. Canadian 
value-added commitments by the Auto Pact 
manufacturers are not changed in any way by 
the Agreement. Rules of origin in the Agreement 
encourage the sourcing of more parts in North 
America. Automotive duty waivers and remissions 
will be phased out, as will the Canadian embargo 
on used vehicle imports. 


Emergency Measures 


Both governments agree to more stringent 
standards in the application of safeguard 
measures (quotas or restrictions) to bilateral 
trade. Global import quotas or surtaxes imposed 
by either government under Article XIX of the 
GATT will exempt the other party if its shipments 
are not substantial (less that five to 10 per cent of 
total imports). During the period of transition of 
this Agreement if imports from the other country 
alone are a substantial cause of serious injury, 
duty reductions provided by the Agreement may 
be suspended for a maximum of three years, but 
only one such action per product can be taken. 


Government Procurement 


Canada and the United States agree to 
expand access of each other’s suppliers to 
purchases by governments at the federal level, 
building on the GATT Government Procurement 
Code. The coverage of the Code will be broad- 
ened to purchases between US $25,000 (about 
Can $33,000) and US $171,000 (Can $238,000). 
Further bilateral negotiations will be resumed 
once the GATT Code is renegotiated. 


Trade in Services 


The Agreement provides, for the first time, 
a set of disciplines covering many service sec- 
tors. In the future, both governments will extend 
the principles of national treatment, right of 
commercial presence and right of establishment, 
consistent with the investment chapter, to each 
other's providers of services. Sectoral annexes 
spell out these obligations for Tourism, Archi- 
tects, and Computer and Enhanced Telecom- 
munications Services. 
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Financial Services 

The Agreement preserves the access that 
Canadian and U.S. financial institutions have to 
each other's markets and opens new areas of 
competition in securities underwriting and 
banking. 


Cultural Industries 


Cultural industries are explicitly exempted 
from the Agreement. 


Temporary Entry for Business Purposes 

Business persons trading in goods and ser- 
vices will benefit from improved and easier 
border crossing. 


Investment 

The two governments agree to provide 
national treatment in future to each other's 
investors and will not impose export, local con- 


tent, local sourcing or import substitution require- 


ments on each other's investors. Existing laws, 
regulations and published policies are grand- 
fathered. The Canadian threshold for the review 
of U.S. direct acquisitions will be raised to Can 
$150 million by 1992. Review of U.S. indirect 
acquisitions will be phased out over the same 
period. 


Dispute Settlement in Antidumping and 
Countervail Cases 


A dispute settlement mechanism will guar- 
antee the fair application of respective anti- 
dumping and countervailing duty laws. Either 
government may request a binational panel to 
review final antidumping or countervail deter- 
minations. Panel decisions will be binding. New 
legislation will not apply to the other country 
unless it is So specified. A binational panel may 
review such proposed legislative changes and 
issue opinions. Both governments will attempt to 
develop and implement a substitute system of 
countervail and antidumping laws within seven 
years. 


Institutional Provisions 
A Canada-United States Trade Commission 


“will be established to supervise the implemen- 


tation of the Agreement and resolve disputes. 
The two governments further agree to binational 
panel procedures at the insistence of either 
country to make recommendations for the settle- 
ment of disputes regarding the interpretation and 
application of the Agreement in other than anti- 
dumping and countervail cases. They will refer 
such disputes to binding arbitration in the case 
of safeguards and, with the agreement of both 
governments, may also do so in other cases. 
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